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t:L ARC HERE T33A-f TO DISCUSS 3UR REVIEK OF CONRAIL'S oo/ 
Gd 

c.-, OPERATIi,iv:-.L AilD FINANCIAL PRZJECTIOt!S FOR 1~~6-1964, AI;D THE 

RISKS Ill!-;EREIL'T 111 ITS STRATEGY FOR LIMITIMC ITS USE OF 

FLDZPuAL FUNDII!S. CONRAIL'S 5-YEAR EUSINESS TLAlll DATED 

hC;iS'1; 1, 19i'S, CALnLCS FCF; REDUCED . . CAPITAL EXPEt<DITURES DUR- 

1::; lS?C AktD 1921, A!<D CATCH-UF SPEIdDiXG I:; THE LATER YEARS. 

CONRAIL DECIDED ON THIS STRATEGY It4 ORDER TC, STAY \jITHIN THE 

CURREl/T FEDERAL iNVESTI;El?T LIFlIT OF $3.3 BILL1013 COLLARS. 

THE KEY ASSUMPTION I!J CONRAIL'S PLAN IS THAT REGULATORY RE- 

FORMS KILL MAKE IT POSSIBLE FOR CONRAIL TO EARN SUFFICIENT 

REVENUES 'IQ REJUVENATE ITS CAPITAL PRC)GRAMS IN 19&z. IN ITS 

AUGUST PLAN,- _ CONRAIL ASSUMED IT WOULD BL COMPLETELY DEREGU- 

ULATED, AliC ALLOWED TO FUNCTION AS THOUGH IN A FREE MARKET 

SUBJECT ONLY TO LIMITATIONS SPECIFICALLY NEEDED TO PROVIDE 

PROTECTION AGAINST MARKET ABUSES. 
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COi3RAIL E.EGAI,l OPERATIONS 01: APRIL 1, 1976, WITH A 

FEDERAL CC)!~;f:IriI,:Ei(T Cr' $2 .1 BILLIC:u' 'I,3 COVER EARLY OPERATING 

LOSSES A:\'; '1;,3 SLPTOiT'i REHABILITATION; AI;D IMPE;rOVE~~;Ei;'T PR3- 

JLZTS. Hiji;EVL!:., CGi<F&IL 'S FIRS? FCk: YEARS OF OPERATION 

SHOk;EC THAT M(3hE FEDERAL FUNDING hOULD BE IJLEDED, AND 111' 

1978 COldGRESS AUTHORIZED AN ADDITI3MAL $1.2 BILLION BRI!dG- 

ING THE TOTAL AVAILAELE FEDEtiAL COMEIITMCNT T3 $3.3 BILLIOd. 

IM ITS 1979 PLANNING PROCESS, CCNRAIL FACED THE FACT THAT 

AUTHORIZED FEDERAL F'UNDING WOtiiD iiur: OUT 11; 1981 IF IT 

C;I;IKI.~~II~ED ITS EXISTING RATE CF SPENDING, AI:D HAD TO CHOGSE 

BETKEL11 q.1 - CONSLRV 1:3; THE FEDERAL FUI:DIi<G BY CUTTING BACk ITS 

CAPITAL SPENDING F3R IMi?ROVEMENTS, REHAEILITATIO;:, AND I:AI:4- 

TE!LANCL , OR REQUESTING AGDITICNAL FEDERAL FUldDI;iG. 

CCNRHL "L'S PLANNING PRLXISES - - 

cut oo4c, OZJ MARCI 15, 1952, COKR:IL SUBMITTED A 5-YEAR BUSINESS 

PLAN T'3 THE U!‘;ITCS STATES RAILk,AY ASSOCIATION, KHICH PR3- 

JCCTED A CUt1ULATIVE FEDLRAL FUidDIlJG XEED OF $4.022 BILLIsiC 

TIlROUGi! 1963, $782 ;:ILLI3& XORE TiiAf: TEE $3.3 BILLIO:I 

AUTHGRIZED BY COIJGRESS. THE MARCH PLAN ASSUMES THERE C;OULD 

EE LITTLE REGULATORY CHANGE DURING THE 5 YEAhS, ANC CONRAIL 

PLA?!NCD TO Sl?EtJD $1.936 BILLION F'CR TRACK REHABILITATION AND 

$728 MILLION- FOR ADDITIOdS AND IM?RCVCkE!4TS. 

HOWEVER, LESS THAI: 5 ll@NTHS LATER, OIJ AUGUST 1, 1979, 

CONRAIL IIODIFIED ITS PLANS, MAINLY BY ASSUMING THAT REGULA- 

TORY CHANGES KOULD BE ACHIEVED EARLY IN THE 5-YEAR PERIOD. 

ALS3, IN ORDER TO STAY XITHIN TH, c AUTHORIZED FEDERAL FUNDING 
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LIMIT, CONRAIL REDUCED ITS CAPITAL SPENDING PROGRAM FOR TRACK 

REHAEILITATION A!43 ADDITIOIl S XIU'D IMPROVEMENTS IN 1980 AND 

1981 EY ABOUT $379 MILLIOIT. COdRAIL BELIEVED TtiAT ESTIMATED 

TkAFFIC LEVELS AND PkICES UNDEk A CHANGED REGULATOhY ENVI- 

RONMENT WOULD PROVIDE SUFFICIENT REVENUES TO ALLOt; THE CAFI- 

TAL PROGRAM TO BE RESTORED IN 19d2. 

TRACK REHABILITATION 

TO IMPROVE ITS OPERATIONS, CONRAIL HAS BEE:< COMMITTED 

TO A MASSIVE TRACK REHABILITATION FROGRAM. SINCE IT WAS 

CREATED, CON-RAIL HAS LAID A3OUT 3,S00 MILES OF RAIL AND IN- 

STALLED ABOUT 16 MILLIO!il TIES, A PROGRAM DESIGtIED TO PREVEIJT 

FURTHER DETERIOhATION AND REDUCE DEFERRED MAINTENANCE. 114 

MAkCH 1979, WEEN COidRAIL PLANNED TO SUSTAIN: ITS CAPITAL 

SFENCItJG PROGPAMS . , IT EXPECTED T3 LAY 876 !,IILES OF TRACK AND 

3.2 MILLION TIES ANNUALLY DURING 1900-1953. HO\:EVCI; IN ITS 

AUGUST PLAN, CONRAIL CUT EACK ITS PROGRAMS FOk 1980 AtiD 1981 

TO 240 MILES OF RAIL AlJD AN AVERAGE OF 1.4 MILLION TIES FOR 

THE 2 YEARS. CONRAIL'S RECORDS SHOW THAT TO MAINTAIN ITS 

EXISTING TRACK CONDITION, IT WOULD NEED TO REPLACE ABOUT 

725 MILES OF,RAIL A!<D 2.8 MILLION TIES ANf1UALL-Y. 

IN ITS AUGUST PLAN, CONRAIL PROJECTEC THAT IT WOULD BE 

ABLE TO INCREASE ITS SPENDING ON CAPITAL PROJECTS IN 1982 

AND 1983, BUT THAT THE NET CUTBACK DURING 1980-1983 RELATIVE 

TO ITS MARCH PLAN WOULD STILL BE 1,576 MILES OF RAIL AND 

4 MILLION TIE REPLACEMENTS. CONRAIL INTENDS TG SOFTEN THE 
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IMPACT OF THE RAIL AND TIE PROGRAM CUTBACKS BY INCREASING 

EXPENDITURES FOR OTHER RINDS OF MAINTENA~!CL SUCH AS 

SURFACING. 

ADDITI3NS AND IMPii3VCME;;iTS PROGRA:>i 

T!lE ADDITIONS AND IMPROVEMENTS PROGRAM, PARTICULARLY 

FOR YARDS AND TERMINALS, HOLDS GREAT POTENTIAL Fi)R OPERATIN; 

IMPROVEMENTS AND BETTER PRCDUCTIVITY. ON OCWBZR 6, 197G, 

WE RELEASED A REPORT ENTITLED "CONhAIL FACES CONTINUING 

PROBLEMS" EMPHASIZING THAT YARD AND TERMINAL REHAEILITATIO14 

AND MODERNIZATION PROJECTS WERE CRITICAL AND TtiAT THESE PRC- 

GRAMS k;ERE FALLING FAR SHORT OF GOALS. FtE CONCLUDED THAT 

UPGRADIlJG YARDS AND TERMINALS ??AS IMPORTA?:T TO EXPEDITI2<G 

FREIGHT CAR HANDLING AND IMPROVING CUSTO!4ER SERVICE, BCTH 

CRUCIAL TO CONRAIL'S LONG-Ti"ER?l VIABILITY. DURING 1973, 

C0l:KiiI.L ATTRI6UTED I;iS SLOK-STARTING YAW AND TERMINAL FRS- 

GRAM TG PROBLEMS ASSOCIATED ‘vu'ITH ORGANIZING A LARGE CAPITAL 

PROGRAM AND OVERCOMING INERTIA AS KELL AS MANAGEMENT'S 

DECISION TO SPEND MORE TIME ON ANALYSIS TO ASSURE MONEYS 

WERE SPENT WISELY. TOIlARD THE END OF 1976, KE FELT THE 

PROGRAM tiAS BEGINIJING TO SEi3W SOME VITALITY, AND CONRAIL 

NEARLY MET ITS PROGRAM EXPENDITURE GOAL FOR THE FIRST TIME 

IN 1979. _ 

CONRAIL'S AUGUST PLAN PROPOSED A $90 MILLION ADDITIONS 

AND 1MPROVEME:ZTS PROGRAM FOR 1980, A 36 PERCENT REDUCTION 

FROM ITS MARCH PLAN, AND CONSIDERABLY LESS THAN IT SHOULD 

BE INVESTING. CONRAIL ESTIMATES THAT A MORE APPROPRIATE 
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LEVEL WOULD BE ABOUT $123 MILLIO11. THE UiiIIED STATES 

RAILWAY ASSOCIATION STAFF ESTIMATES CONhAIL SHOULD BE 

SPENDING Fk3I-; $135 b;ILLIO;; TO $15; IIILLI~N FOR ADDITIONS 

AT:D 1~:PROVCKEI:TS. AS WITH THE TRACK PR3GRAPiS, CONF.AIL PLAN- 

r:L3 " T.9 I.;?CRCASL ADDITIOTJS A1;D IMPRCVEbiENTS EXPENDITURES I>;l 

1922 XiL 1963 T3 OFFSET THE, REDUCTIOI!S. 

RISicS ASSOCIATED WITH A 
DEFERRED CAPITAL PRGGRAI,; 

WE BELIEVE THAT CURTAILING CAFITAL PRCGRAMS IN 1965 

Ai!D 1961 'TO STAY bITHIN THE CURRE'NT $3.3 SILLION FEDERAL 

FUNDING CREATES AT; UNACCEPTABLE RISK. REDUCED CAPITAL Iij- 

VCSTMEIITS COULD RESULT IN PLAi;I' DETERIORATIOt4 Ai<D A RETURN 

TO DECLINI!jG SERVICE QUALITY, THERCCY ERODING THE BCillEFITS 

GAINED Fr\OM THE ALREADY SIGNIFICANT FEDEFS?L INVESTKENT. 

CGI<Rl?iL ASSUMED Iii ITS PLANS THAT REGULATORY REFORM WGjLL 

EI!ABLC IT TO MARE PRICING AI<D PLANT RATI3idALiZA~TION CHANGES 

THAT WOULD i?RaDUCC REVENUES IT COULD USE TS REJUVENATE ITS 

CAPITAL PROGRAMS. BUT REGULATORY REFORX MAY NOT ALLOk; THL 

FREEDOMS CONRAIL ANTICIPATED. FURTHER, REVISED COi1KAIL 

ESTIMATES FOR REDUCLD TRAFFIC A13D NET INCOME IN 198G CAUSE 

US TO DOUBT WHETHCh CONRAIL CAN GENCRATE SUFFICIEdT REVENUE 

TC) SUPPORT INCREASED INVESTMENT PROGRAMS IN 19&L. 

BECAUSE' OF ITS CONCERN OVER THE CA.?ITAL DEFEhbiE?dTS 

ISSUE AND THE UNCERTAII? STATUS OF REGULATORY REFORM, THE 

UNITED STATES RAILWAY ASSOCIATION REQUESTED CONRAIL TO SUB- 

MIT ALTERNATIVE BUDGETS AND PLANS REFLECTING CAPITAL 
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PROGRAMS AT MORE APPROPRIATE SPENDING LEVELS. CGNRAIL THEN 

ESTIMATED THAT IF THERE IS N3 FEDERAL REGULATORY REFORM, AN 

ADDITIONAL $587 MILLION IN FEDERAL FUIJDIiJG WOULD BE NEEDED 

IN 1961 3'3 FINANCE CAPITAL PROGRAMS AT MORE APPROPRIATE 

LEVELS AND TO COVER HIGHER PROJECTED OPERATING LOSSES IN 

1980 AND I9dI. F3R THESE 2 YEARS, CAPITAL INVESTMENT IN 

TRACK, AND ADDITIOiiS AIiD IMPR3VEdENTS WOULD BE INCREASED BY 

$326 MILLION. CONRAIL ESTIMATES IT COULD CARRY OUT THE 

HIGHER CAPITAL PR3GRAM IN 1980 WITH AUTHOhIZED FUNDING BUT 

THAT FEDERAL FUNDING WOULD DE EXHAUSTED BY THE YEAR END. 

OUR CONCLUSION THAT CONRAIL'S CAPITAL SPENDING PLANS 

AkC UNACCEPTABLY RISKY IS BASED ON CONRAIL'S TECHNICAL 

JUDGMEIGT AEOUT THE SPENDING LEVELS NEEDED TO PREVENT ITS 

TRACK SYSTEM FROM DETERIORATING AND OUR UNCERTAINTY ABOUT 

THE OUTCOME 3F REGULATORY REFORM. IN ITS AUGUST PLAN, 

CONRAIL SAID THAT DURING 1960 AND 1981 IT KILL SPEND CON- 

SIDERABLY LESS ON TRACK REHABILITATION AND ADDITIONS AND 

IMPROVEMENTS THAN WOULD BE APPROPRIATE TO SYSTEM SIZE AND 

VOLUME. IT SAID THAT THESE PROGRAM CUTBACKS WILL RESULT II? 

A CERTAIN AMOUNT OF DEFERRED MAINTENANCE AND A REDUCTION IN 

EFFICIENCIES,ASSOCIATED WITH ASSET IMPROVEMENT. CONRAIL IN- 

TENDS TO HAVE HIGHER-THAN-NORMAL SPENDING IN 1982 AND FUTURE 

YEARS AND IT EXPECTS TO PAY FOR THE CATCH-UP COSTS WITH IN- 

CREASED REVENUES THAT WILL BE MADE POSSIELE BY REGULATORY 

REFORM. 



bE THINK THE LOGIC OF THE SITUATION ARGUES FOE, 

CONTINUED CAPITAL SPEdDING AT LEAS'= AT THE LEVEL NEEDED TO 

KEEP THE SYSTE;l I!: ITS CURRENT CONDITION. THIS IS NOT A 

TECHIGICAL JUDGME:4T, BUT INSTEAD KAS IiEAS312ED OUT AS FOLLOWS. 

IF C3NRkiL FOLLOC\'S ITS CURREtiT PLAN AND DEFERS CAPITAL SPEND- 

ING, Th9 THINGS COULD HAPPEd: IT MIGHT BE ABLE TO 

ITS REVENUES EN3UGH TO PRCVXDE THE FUNDS NEEDED TO 

ITS REHASILITATION AND PlINTENANCE PROGRAMS, OR IT 

TIr3LJE TO L3SE MOliEY, AND WOULD EITHER HAVE TO SEEK 

INCREASE 

REJUVENATE 

COULD CON- 

ADDITIONAL 

FUijDIi:G FROM THE GOVERIJMENT OR CONTINUE DEFERRING ITS CAPITAL 

ON THE OTHER HAND, IF CONRAIL CONTILIUED CAPITAL SPENDING 

AT THE LEVEL NEEDED TO MAINTAIN THE SYS'TEM IN ITS CURRENT 

COt:CITIO:i, IT WDULD REQUIRE ADDITIONAL FEDERAL FUNDIIY'G IN 

15tii-2. IF IT IS ABLE TO INCREASE REVENUES ENOUGH TG PROVIDE 

FUNDS FCR CAPITAL PROGRAMS, THE NEED FOR ADDITIONAL FEDERAL 

FUNDING WOULD BE MINIMIZED BECAUSE CATCH-UP MAINTENANCE AND 

REHABILITATION WOULD NOT BE NEEDED AND CONRAIL WOULD BE ABLE 

TO PAY FOR ITS OlJli CAPITAL PROGRAMS SOONER. EVEN IF CONRAIL 

CONTINUED TO LOSE MONEY, THE NEED FOR ADDITIONAL FEDERAL 

FUNDING WOULQ STILL BE IriINIMIZED BECAUSE CATCH-UP MAINTENANCE 

WOULD NOT BE NEEDED. 

IN OUR MARCH 10 REPORT WE SUGGESTED THAT THE CONGRESS 

HAS SEVERAL OPTIONS FClR RESPONDING TO CONRAIL'S SITUATION. 

THESE OPTIONS ARE NOT MUTUALLY EXCLUSIVE AND THE OPTIMUM 
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RESPONSE MA’1 VERY WELL BE SOME COMBINATIOI! OF TWO OR MORE 

OPTIONS. THE CONGRESS CAN 

--DEFER ANY ACTIOr;; 

--PLEDGE ADDITIONAL FUNDS: 

--ENACT REGULATORY REFORMS; Oh 

--SEEK AN ALTERNATIVE SOLUTION TO RAIL PROBLEMS 

IN THE NORTHEAST. 

WE ARE NOT RECOMMENDING THAT THE CONGRESS DIRECT CONRAIL TO 

iiiAINTAIN APPROPRIATE CAPITAL SPENDIN G PRCGRAMS AI';D PLEDGE 

ADDI'IIONAL SUPPORT IF NEEDED, Ok?LY BECAUSE kjE RECOGNIZE THE 

NEED TO CONSTRAIN FEDERAL OUTLAYS, AND THAT THE CONGRESS 

MUST CHOOSE BETWEEN THIS AND MAtJY OTHER POSSIBLE USES F3R 

SCARCE FEDERAL FUNDS. AS hiE STATE IN OUR RE?ORT, THE PRL- 

PONDERANCE OF OUR WORK RELA"I1JG TC THE RAILROAD INDUSTRY 

S'UG,GESTS THAT SUBSTANTIAL REGULATC)RY REFORMS ARE NEEDED. 

WE ARE NOT ENDORSIIJG A PARTICULAR APPROACH T3 REGULATOKY 

REFORM, BUT ENCOURAGE RESOLUTIOd OF THE MATTER AS SOON 

AS PRACTICABLE. 

CONRAIL DISAGREES tiITH OUR CONCLUSION THAT REDUCED 

CAPITAL SPENDING CRi;ATES AN UdACCEPTABLE RISK. IT EE- 

LICVES REGULATJRY REFORM AND OPERATICNAL IMPROVEMENTS WILL 

PERMIT REJUVENATIGii GF CAPITAL SPENDING BEFORE ANY SERIOUS 

DETERIORATION OCCURS. ' 

THE DEPARTMENT OF ~TRANSPORTATIOOI~ ALSG DISAGREED WITH 

OUR CONCLUSION THAT A 2-YEAR REDUCTION IN CAPITAL SPENDING 

WOULD CREATE AN UNACCEPTABLE RISK TO THE FEDERAL INVESTMENT 
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A:JD CONRAIL'S FUTURE PRCFITABILITY. IT NOTED THAT CONRAIL 

AIJD THE UNITED STATES RAILKAY ASSOCIATION AGREE THAT REDUC- 

I:JG MAIN"E!;IAr.JCE PROGRAMS FOR 2 YEARS \<u'ILL NOT CAUSE SERIOUS 

PROELEtlS IF CATCH-UP FUNi>S ARE AVAILABLE AT THL END OF THAT: 

PERICG. WE AGREE THAT A SEIORT-I "ERM REDUCTION 114 CAPITAL 

PHC;fiAXS KAY NOT BC CRITICAL, BUT THINK THAT REDUCEG CA?iTAL 

SPENDI;JG BEYOND 2 YEARS COULD RISK A RETURN T13 AN INADEQUATE 

RAIL FREIGHT SYSTEM IN THE NORTHEAST. 




